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PREFACE , 


x 


Te movivacion for the Selection of this thesis topic 
is professionally oriented. As a career Marine officer, 
Peers his twentieth year of service, the author finds himself 
Somewnat parochial in his fields of interest; hence the Depart- 
ment of Defense Project PRIME, a recently implemented innova- 
tion to the Department of Betiaadis Piamniag, programming, and j 
budgeting system, has been chosen as a topic. | 

As a corollary consideration in the selection of this 
research topic, the author must also address the immediate 
personal aspects of his choice. Having been unofficially i 
informed that his next tour of duty will be, in all likelihood, 
in a comptroller position within a Marine Corps Division now 
located in Vietnam, the author, hopefully, would achieve not | 
only the primary goal of meeting the thesis requirement for the 
Degree of Master of Business Administration from the George 
Washington avers 1m but, at the same time, acquire informa- 
tion which would be of considerable value in a comptroller duty ' 
assignment. 

The author of this thesis is deeply grateful to a host 
of Department of Defense and service officials who took time 
from busy schedules to grant interviews and respond to the 
author's queries, provide reference material, and present their 
views in @ most candid and straigntforward manner. Particularly 


BERG 


I pres rye 
DO hh ree 





noteworthy in this regard are: Mr. Thomas S. Johnson, Special 
Assistant to the Assistant Secretary of Defense (Comptroller); 
Mr. Laurence E. Olewine, Director of Financial Management and 
Education, also from tne Office of the Assistant Secretary of 
Defense (Comptroller); Mr. Keene Peterson, an Overations 
Analyst within tne Directorate of Utilization and Management 
Techniques, Office of tne Assistant Secretary of Defense 
(Manpower and Reserve Affairs); Lieutenant Colonel John A. 
Cottom, USMC, Assistant Head of the Operations and Maintenance 
Section, Budget Branch, Fiscal Division, Headquarters, USMC; 
and Lieutenant Colonel Heman J. Redfield, III, USMC, Head, 
Management Analysis and Review Section, also within the Fiscal 
Division at Headquarters, Marine Corps. 

While the author is indeed grateful to the aforemen- 
tioned persons, he must absolve them from any responsibility 


that might be considered controversial remarks and conclusions. 


uit 
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CoAT ERE 
INTRODUCTION 


Since 1961, and the appointment of Mr. Robert S. 
MeNamara as Secretary of Defense, there have been many and 
Significant changes in management concepts and control tech- 
niques within the Department of Defense. To a large extent 
tnese evolutionary developments have been prompted by 
necessity; 1.e., the eScalating cost of national defense as 
empnasized by navional involvement in the recent Korean War 
(1950-1953); the Lebanon Crisis (1958); the Cuban Crisis 
(1962); the Dominican Republic Crisis (1965), and, currently, 
the Vietnam War (1965-?}. Of course, the dynamic nature of 
defense functions is a major contributory factor, particularly 
tne rapid and profuse deveiopment of weapons technology and 
systems, and the extraordinary cost of these systems. Most 
of these management innovations have been pointed toward 
improvement of the pianning, programming, budgeting, account- 
ing, and decision-making techniques utilized by the Department 


f Defense. 


@) 


Perhaps the most significant of these recent changes is 
D “ 


a2 program entitied Project PAIME. This thesis, in succeeding 


lindustrial College of the Armed Forces Monograph, 


Derense Resource Management Systems: Project PRIM 
(Washington, D.C.: Government Printing Office, 1967), p. l. 
1 





“ ro 
enepters, will provide the reader with a close look at Project 
PRIME: its relation to the Marine Corps Comptroller, an 
evaluation of his functions, and, finally progress and expec- 
wacvions. In order to accomplish the task, emphasis will be 
piaced on providing answers to the following questions: 

(1) What is Project PRIME? 

(2) What is PRIME'’s effect on the Marine Corps 

“Comptroller's PUNCbLOn 7 

(3) What is PRIME's effect on the Marine Corps 

prance aimeonurol System? 

(4) What advantages (or disadvantages), if any, 

will accrue to the commender as a result of PRIME? 

if answers to these questions can be determined, tnen 
the basic research question: "What is the impact of PRIME on 
che Marine Corps Comptroller and on financial management within 
the Marine Corps? will also be satisfied. 

Principal attention will be focused on a conceptual 
approach to Project PRIME, as PRIME was recently initiated 
(July 1, 1968) and, therefore, has not generated sufficient] 
reliable data or experience for illustrative purposes.1 
Aitnough nearly nine months have elapsed since its inception, 
tne reader should realize that with any major overhaul of 
existing systems, or tne initiation of new ones, there are 
obstacies which must be overcome; e.g., the procurement of 

lideutenant Colonel John A. Cottom, interview with the 
Assistant Head, Operations and Maintenance Section, Budget 


Branch, Fiscal Division, Headquarters, U.S. Marine Corps, 
Washington, D.C., December 1968. 
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aditional funds and personnel to implement the new system 


& 


0) 


25 well as the reorientation of present personnel in the 


8, 


te 7 


concepts and requirements of the new system. Of course, there 


is the inherent “operational lag," 


or that gap from the begin- 
a policy change to the attainment of the desired 

cs.t To put it another way, the ultimate success or 

failure of Project PRIME is contingent upon acceptance at all 

levels within applicable Department of Defense components. 


The users and reviewers must be convinced that PRIME provides 


improvement over existing systems at a reasonable cosiv. = 


Project PRIME is an acronym for PRiority Management 


Hrfort and is a system designed by the Department of Defense 


Ry 


or internal Departmental use. As a consequence, traditional 
reference material and publications (textbooks, private- 
commercial reviews, periodicals, and writings by learned 
authors) outside of the Department of Defense are scarce; 
nowever, many of the principles espoused by the advocates of 
PRIME are contained in standard textbooks. This will be 
evicenced by rootnote as the thesis develops. 

To keep this treatise in proper perspective, however, 


research material and eres rences, of necessity, must be drawn 





ipavie J. Ott and Attiat F. Ott, Federal Budget Policy 


2 
(Washington, D.C.: The Brookings Institution, 1965), p. 71. 


eMurray L. Weidenbaum, "Program Budgeting"--Applying 
Economic Analysis to godin ce Expenditure Decisions, in 


Fenn ne. Programming, and Eudgeting: A Systems Approach to 
Manggement, ed. by geno co. dyden and Ernest G. Nilier 
Ténicago: Markham Publishing Co., 1967 ) emus 








cal 


an 


mainly from the Department of Defense and Headquarters, Marine 


es 


Peis, ena wilt include reliance on primary sour of infor- 


mavion, such as personal interviews with knowledgeable Defense 
ang Marine Corps oificials, and directives internal to the 
Department of Defense and the Marine Corps. In this regard, 
tne author found the quantity of material available on Project 
PRiMik’ to be voluminous, conceptual, and, in some cases, 
resetitious; hence the author has prepared this thesis in the 
form of a "literature survey’ to cull out the extraneous and 
get to the essence. The citation of action cases and survey 


reports, however, are meant to be indicative of findings, ratner 


than exhaustive, due to limited experience with this new pro- 


The study will trace a path, commencing in Chapter Ii 
Wictn @ history of Project PRIME, which will show Project PRIME's 


é 


cv on existing systems for programming, budgeting, and 

mané zemens accounting. This chapter will aiso describe the 
substance of PRIME, i.e., the new accounting system; Chapter 
iii will transpiant PRIME to the environment of the Merine 
Corps Comptroller and his functions, including funding sources, 
budgeting and accounting techniques, and military personnel 
costing. Chapter IV will (1) summarize Congressional reaction, 
(2) outline the Navy and Marine Corps position, (3) highlignt 


tne current status of PRIME as seen through the Department of 


Gi 
(> 
by 


ense on-site surveys, and (4) relate some divergent views 


on Project PRIME. Chapter V will provide a summary and conclu- 


—< 
« 
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PROJECT PRIME DEFINED 


O 
cS 
F 
JQ 
es 


Project PRIME is not new in concept. Mr. George W. 
Bergquist, Deputy Assistant Secretary of Defense (Comptroller), 
stecved in 1966 with reference to Project PRIME: 

in areal sense, there is nothing new in management. 

The fundamentals of planning, communicating, motivating, 
measuring progress and ail the rest are the same funda- 
mentals that Moses usec on the desert. What is new and 
what must be new is, of course, the mode of application 


of tnese principles, particularly under the impact of 
new technology in communications and computers. .. 2 


A more applicable and current analogy would be to look 
as far back as 1947, when the First Hoover Commission chartered 
to stuay the organization of the Executive Branch of the 
Government, postulated, et al: 

We recommend that the whole budgeting concept should 
be refashionea by the adoption of a budget based on func- 
tions , activities, and projects: this we designate a 
"“oerformance budget. "2 

This particular recommendation was accepted that same 
year by Congress who followed closely by amending the National 

iGeorge W. Bergauist, Deputy Assistant Secretary of 


Defense (Comptroller), “Better Ways of Doing Business in the 
Deourtment of Defense. Address to the 1960 Graduating Ciass 





of the Army Comptroliershino school, Syracuse University, 
Syracuse, New York, on July 28, 1966. 


2Commission on Organization of the Executive Branch of 
tne Government, Budgetins and Accounting: <A Report to the 
Coneress (Washington, D.cC.: Government Printing Orrice, 1949), 
DCH 
e » 
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e@ebusity Act of 1947, to read: 


To account for, and report, the cost of performance 
Of readily identifiable functional vorograms and activities, 
with segr egation of opereting, and capital vrograms budget 
estimates of the svartment of Defense shall be prepared, 
presented, and aa csi wnere practicable, and authorized 
programs shall be administered, in Sucn form and manner as 
tne Secretary of Defense, subject to the authority and 
ivection of the Presid 


te 


a 


ident, may prescribe.l 
Altnougn there was some discussion by Congress of the 

“ond of budget intended, it may properly be inferred that the 

thinking of both the Hoover Commission and the members of 
Congress was shaped primarily by their concern for improving 
congressional review and for reducing the number and improving 
the presentation of the programs with which the appropriate 
committees must deal.* In any case, this legislative enact- 
ment laid the groundwork for the establishment of "performance 
budgeting throughout the Department of Defense. Concurrently, 
appropriation committees within the Congress redesigned the 
Deparvsvment cf Defense appropriation structure, reducing the 
number of accounts from more than 100 into a structure of 
about forty accounts, which were grouped into five major 


functional categories: Personnel; Operations and Maintenance; 





eJesse ‘Burkhead, Government Budgeting (New Yor John 
Wiley & Sons, Inc., 1956), ». 135. 


3Industrial College of the Armed Forces Monograph, 
Resource Management Svstems: Project PRIME, p. 2. 








i 
Hoover Commission's recommendations, i.e., Military Personnel 
end Operations and Maintenance appropriations were considered 
operating programs; Procurement, Military Construction, and 


Research, Development, Test, and Evaluation appropriations were 


© 


onsidered investment, or capital programs. This appropriation 
Structure continues in effect today. 


Six years later, in 1955, a Second Hoover Commission 
was, formed in compliance to Public Law 108, enacted by the 83rd 
Consress. Tne Commission favorably noted the improvements in 
the budgetary process as recommended by the First Hoover 
Commission and, specifically, the National Security Act Amend- 
ments of 1949 (PL 81-216). However, in their examination of 
the Department of Defense, the Commission noted that a great 
deai of work remained to be done. The Commission found that: 


in the Department of Defense, management control has 
been attempted in part through the control of funds under 
an overdetailed and cumbersome allotment structure. The 
control and accountability for appropriated funds is, of 
course, essential in order that the Department may comply 
with the constitutional authority. However, this does not 
require an allotment system as detailed and meticulous as 
that wnich has been employed. The effect of attempting to 
control operations through such a system nas been to place 
emohasis upon the ability of organizational units to expend 
not more than predetermined ceilings. The ability to live 
within such ceilings is not a real gage of performance. In 
fact, 1v puts a premium on the ability to expend all allot- 
Perse d@ce vie ailoOunecnus for one year are used as one 
indication of the amounts required for the succeeding year. 
We believe that appropriated funds should be controlled 
under a system wherevy there would be only one allotment to 
an organizational unit from each applicable appropriation. 
As a@ guide to judging performance, accounting systems should 
be developed within organizational units from which perform- 
ance in terms of cost can be obtained. Costs of.support 





lExecutive Office of the President, Bureau of the 
Budzet, The Budget in Brief, Fiscal Vear 1969 (Washington, 
D.C.: Government Printing Office, 1968), p. 66. 
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 amaeasiote and to be valid must include, as they do not 
PNG vl] Coste Of military personnel employed in then. 

®) ee én togetvner with other performance yes owas 
oe fem TOocUCTLON Or Services rendered, should be used 
O measure performance.+ 


Oiyittes ,i9 the Department of Defense have particular 
” 


WOU, che pre v allotment system is a counter- 
Bers Of the primitive ca il System of control whicn was 
relied upon in the early deys of industry. At the turn of 
cvne cen ouULy many businesses were managed through control 
of the checkbook. However, as industrial operations became 


more complex and management required more complete financial 
mi Olina ce Pon. accounting vechaiques mere developed to meec 
management needs. As a result industry depends today upon 
accrual accounting under which costs are ascertainable. 
Accounting in the Federal Government still is concerned 
mainly with cash and has not kept pace with the needs of 
Peewee og oane trom tac ever increasing complexity in 
Government operations. 


in closing its examination the Commission formulated 


eries of recommendations. Those considered particularly 


emane to this thesis are es follows: 


inact the executive budget continue to be ee upon 
PunceLons , activities, and projects but be redesignated as 
" The program budget should be support ced 
by information of program costs and accomplishments and by 
= review of performance by organizational units where they 
GO not coincide with program budget classifications. 


That che eeencies cake Lurcner steps to synchronize 
tneLY organization structures, budget program ciassifica- 
tLONS, and accounting systems. 


That for management purposes, cost-—based overating 





iCommission on Oreanization of the Executive Branch 
Task 2Oree Report on Budgeting and Accountin 


¢ 





as 
ee 
Recommendation No. 8 
a “program budget. 
Recommendation No. 9 
Recommendation No. i4 
of the Government, 
(Gisseir@uon, D.C.: 





verment Printing Office, 1955), p. 82. 


eipid., Osa ls ; 





ES — eee se 





>, 


pudsets be used to devermine fund allocations within the 
ecencies, such budgets to be supplemented by periodic 
reports on performance, 


Recommendation No. 21 


That Government accounts be kent on the accrual basis 
bo Sucv, cuFfrentiy, comolietely, and clearly all resources 
and liabilities and the costs of operations. Furthermore, 
epency budgeting and financiai reporting should be developed 


trom such accrual accounting. 
Recommendation No, 24 


Thav in the Devartment of Defense the accounting 
procedures be revised to include military pay as an element 
of ae Support activities of an administrative or service 
nature. 


As with the First Hoover Commission, the Congress 
reecvted favorably to a major portion of these recommendations. 
By amendment to the Budget and Accounting Procedures Act of 
1950, the essence, if not the verbatim language, of the Second 
Hoover Commission was enacted into public law in 1956. This 
emendment is quoted in part: 
section 2 

(a) The head of each executive agency shall... 

take whatever action trat may be necessary to achieve ... 


fo. * ert o too 1 Cr < Wo . 
ij consistency in accounting and budget classifications, 


2j synchronization between accounting and budget classi- 
fications and organizational structure, and (3) suppor? 

of the budget justifications by information on performance 
and program costs by organizational units. 


G@ ° 


, i a 


® e os] 2 ®@ e e oe °? e 


@ i) a c* oe e a 9 © e S @ Q e e @ a e 
(c) As soon as practicable after August 1, 1956, 
tne nead of each executive agency shail, in accordance 
Witn principles and standards prescribed by the Comotroller 
veneral, cause the accounts of such agency to be maintained 
on an accrual basis to show the resources, liabilities, an 
costs of operations of such agency with a view to facilitate 
=ng the preparation of cost-based budgets. ... 





eibid. 3 Op. 26 ° 


Can Act to Improve Governmental .Budeetin and AcCOoOunE. 
< rn nt rename Sa peer pra eo aa, emi rae os 7% 
tng Methods and Procedures, U.S. Code, Vol. XXXT, sec. 6 








LO 
It can be surmised from the rapidity with which botn 


tre Farst and Second Hoover Commissions’ recommendations were 
enactec into law that Congress was extremely desirous for 


changes and improvement of financial management within the 


aA 


Federal Government. A perusal of the several preceding pages 
Sef tris thesis would reveal tnat Congress, by its action, now 
required that Federal agencies provide: 
(1) Consistency and synchronization between program- 
ming, budseetving, and accounting classifications by organiza- 
Ona d suis 

(2) Cost-basead program budgets segregating operating 
costs from investment costs. 

(3) Accrual accounting. 

(4) A management reporting system that would measure 
actual organization performance/progress as compared to 
olanned verformance/progress eptene approved objectives 

AS a parallel and concurrent action to the Budgeting 

and Accounting Act of 1950, the Joint Financial Management 
Improvement Program, first conceived in 1947, could now draw 
Sevucvony aucnoricy from this legislation. This Program, under 
the joint leadership of the Comptroller General, the Secretary 
pF wee Treasury, and ee Director of the Bureau of the Budget, 
had three objectives: (1) to provide the agencies with the 
cools tO assist in improved planning, execution, and control 
Of operations and thus. enccurage better management in the 
Executive ancl: (2) to provide the Congress with more 


Neetu tit Ommaction Lor use in acting on appropriations and 








7] ° = 2 f= = a PS s es 
jeessiecron, and (>) to enable the public to obtain a 


Clearer oicture Cf the financial condition and operations of 


Resed on commendations of this troika, President 
cohnson released in May, 1956, a memorandum to ail agencies 
ana Cénartmenvs which oroviced renewed emphasis for the 


Mel, une rresident exoressed concern over the lasging 


eve a surene sna COnusnuing interest in the 
Gevelooment of business-like financial systems throughout 
the Federal Covernment. .. . We must have financial 
systems which: 


--oprovide the information our managers need for effective 
cost controi--rfor waging the war on waste, 


~~Gevelop cost consciousness in men and women at every 
meveteer Pesynonsibiiity in every agency, 


~assure financial integrity in everything the Government 
Ao 
wn 9 


al data needed to support 
wang System initazatvec . 2°75 


~-eneable the Covernment to apply the best and most efficient 
menagement and operating techniques. 


Slacvive groundwork for this program was laid 
rs aso. While much progress has been made much 
more 1S rnecessaxr: me Ore TO discharge the pe Nomi 
o eceGq upon us by che Budpes and Accounting Procedures Act 
ee On, Acccra. yg ai IL request the head of eacn executive 
department and agency to take immediate action to: 


>) ce 


~-insure that the system of accounting and internal contro. 


tae United ial oe Nceounua nee 
erai Avencies (Washington, 
e 


7: mene ieviscd. 1967), 0. beoen 


iComptrelic or General o 
Ewing ieowenG Standar ds for Fad 
Ue enment Printing Offic 





vc 


in he acency meevs menmeeement needs and conforms to the 
Weio lp coy Svanderds, end related requirements prescribed 
Hy whe Comptroller General. 

v 2 @ wv w + eo @ ° e a 2 r ° @ eo 6 @ © & @ e e e G & e e & 


~-ASSure cnac Financial reports and cost data provide 
adequate support for tne pla ning-programming-—budgeting 
system. 


Fee es 
== ee Baer ch 


2 age avers are given the basic tools 
ney need--rescons re 
seonc 


erea cost~based operating 
puczets and fs S--for secvting and achieving 


MOL GOSc peqduction goa 


~ | ease want every moanacer--the general manager and the 
sanancial menager eae feel and respond to your personal 


acemanas Lor che use of hignest quality, business-~ 
cype financial Bar naira Systems . 
~ @ ~) J e e 6 9s e @ ° a e e s we @ e °® oe e e e e @ 9 «~ e e e e 


tL want every manager to think of his part of tne 
val Government in terms of everything he owns, everything 
new owes and tne full cost of doing every jobd in relation to 
tne products resuiting from these costs. i want him to 
thinx of minimal costs and cost reduction as Dol. o.aamte me 


the President's memorandum was followed by the Secretary 
vetense's memorandum to all the military departments, et ai. 
This memorandum acknowledged the Presidential memorandum, 
further ampiified its intent, and set forth svecific changes 


w fn 


chase soon would be forthcoming in the financial management of 


@li operating activities financed oy the Military Personnel and 


Operations and Maintenance appropriations. These planned 


changes were stated as: 

(i) A new accounting structure is being designed with 
eccounts arranged £o that they will provide TnLORrMevaeiw 
she form needed (a) for programming, (b) for budgeting, and 
(ce) to assist management in operations. This will permit 
the ancegration of the programming, budgeting, and manage- 
ment processes, 





1U.S. President Memorandum for the Heads of Departments 
and Agencies, dated May 24, 1966, pp. 1-2. 








UtpDuULS ena On resources 
s re aes pee tae coe 


OS ws 


Poemencea se 

end lkigimtenance appropriction De me ee for DOD eteenene 
ourposes, /into a single operating pudget/ although she 
Sepa. e2ce LGoSenclty of unmese anpro Shearer will be main- 
cained so as to mest external requirements unless the 
COMNSress reauests that they be nunca. 


(3) fo the extent feasibic, consumable items will be 
moved from the procurement avpropriations to the cperating 
Spero vraevloOns, @nd casy.tel items will be moved from che 
Mberaciae 2DproOpriavicnus to tne procurement approprilavions. 


f-nis ourifi ere eee od DermZGeeemore accurace 
refiecvion of actual onerating expenses cnargeable to the 
oOperacions and maintenance appropriations. 


(4} Working capital funds or accounts will be used 
extensively to hold resources In suspense between the time 
ena place or acquisition and the time and vilace of consump- 
vion, /The extension of working capital permits the charging 
of items paid from investment-type appropriations to be 
charged to operations and maintenance appropriations when 
issued./ 


ce 


(5) Management reports will be structured in terms 
or organizational responsibility and will relate actual 
performance to planned Perl owe nee ena actual expenses. te 
(ous 


eanned expenses .+ 


ay 


subsequently, it was further stated that the foregoing 


t 


changes would be implemented on July 1, 1967.° 
The magnitude of these changes in programming, budget-= 
ane, and accounting, couniea with the short time element, i.e., 


prior tO planned implementation, 


qv 
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Beem ceo tie acronym ana Snort-citie Project PRIME, or PRlority 


Wise secretary of Defense Memorandum to the Military 
peoartments, et al., dated June 13, 1966, pp. 1-2. 


BIO opie Dige es 
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CHUN S Orage eRe the Armed Forces, Defense 
nesource Management meoiecte FRINE, p. 3. 
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Peimo costume Cl! Droprsarnming, budgeting, and accounting 
As applied to the Devartment of Defense, the urgent 
neea for improved financial management expressed in the 


Presidential memorandum was not a new subject. In 1949 Mr. 


4 


MeNeii, the first Comptrolier of the Department of 
Defense, nad designed and commenced implementation of 2 
oxmance-type budget.’ In 1951 Mr. McNeil was succeeded 
by Mr. Charles J. Hitch as Assistant Secretary of Defense 
(Comptroller). During his tenure in that office (1961 t0'1965), 
Mr, Hitch continued the trend toward a performance-type budget 
With the development and implemenvation of the Five-Year Force 
Bepructure and Financial Pian (redesignated as the Five-Year 
Defense Program in 1965), although no comprehensive effort 

was meade to relate these individual management systems to 

eee other, 1.e€., srogramming to budgeting.t secretary of 
Defense McNa Mara, early in his tenure, noted: 

The effective management of approved programs also 
requires a revorting system that Keeps POM Ter lLciais 
constantly informed of the progress being made in achieving 
established objectives~-in both vhysical and financial 
terms on the basis of program entities and not merely in 


terms orf pits and pieces of programs financed in various 
appropriation accounts 


As recently as 1965, Melvin Anshen, a noted author 


On oudgetary matters, commented on the Federal Budget in 








<U.S. Department of Defense, Annual Report of th 
Secretary of Defense, July 1, 1960 to June 30, 1961 
(Washington, D.C.: Government Printing Office, 1002), One cigs 
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Programming in 1961 was in terms of mission-oriented 


combinations of men, maverial, and installations. For example, 
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Prozram It (General Purpose Forces) and the Five-Year Defense 


Program, consisted of orogram elements, such as Navy Carrier 
Wangs, Srmy Divisions, Marine Divisions, etc. On the other 


Mend, pbudseting anc fimancial accounting fo 
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Sfard tO organizational 
SSion. To translate a program into a budget 


i 
necessitated a laborious and inaccurate conversion vorocess of 


Within the Five-Year Defense Program to the input-oriented 
aporooriation structure or the President's budget .© In 


cher the performance budget, nor the accounting 


System or the Defense Department, corresponded to the present 


ivi en, ‘The Federal Budget as an Instrument 

for Management and Analysis’ in Program Budgeting: Program 
e ea jeral Govesnment, ed. by David Novick 

(Cambridge: Harvard Uni 


fh ~ a 
Analysis an 


versity Press, 1965), p. 13. 


elieutenant Commander Steven Lazarus, USN, '"Planning- 
— I =_ dus ie = y) t = S 
Programning-Budgeting Systems and Project PRIME, in Planning, 
Programming y Bucgeting: A Systems Approach TO Mane cement, ed. 
oy Fremont v. Lyden « Ernest G. Miller (Chicago: Marknam 
agra eae 2. a, 
Pus@ishane Company, 1967), pv. 363. 
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(i) The authority for the use of resources Gid not 
eiweys match the resnmonsibility given to commanders for 
SiSeion eccomplishment. To the extent this is so, the 
Cormender wes inhioitved im taking the reSource actions 
Mecetcary co fulriil nis mission responsibilities. 


(2} The accounting structure did not produce infor- 
Mac10On Ori actual resources used in the categories /of the 
Sive~Year Defense Program/ in which planning decisions ar 
mace. Jnmerefore, the accounting records did nov provide 
informi.tion tnat can oe used for cetermining whether cost 
estimates had been relatively accurate, and/or that they 
Can pe used as a basis Tor future nianning in the same 
terms. 


(3) Because accounting system had not been 
seructured Za) tne vterms used in planning, top managers 
MecvGstteco ,t2Ccult, anc in some cases nearly Lmpossipile, 
tO determine whether the cecisions had been implemented 
gn the wey that was intended. .. .= 

Upon the appointment of Dr. Robert N. Anthony in 1965, 

25 Assistant Secretary of Defense (Comptroller), his inherited 

tasx Was to mesh these functions so that the program, the 

budget, the accounting system, and the reporting systems would 
me coOmperabic; i.e., to aeSign a system that would lay the 
groundwork for budget submission to the Congress in mission- 

Oriented terms, provide an accounting system reconcilable to 


Mae anpropriation structure, and have the capability for 


progress reporting against each program, 





iArthur Smithies, "Conceptual Framework for the Program 
Pudset," in Program Budseting: Program Analysis and the 
Peaovral Government, p. 34. 








2Comptroller General of the United States, "Cpinion 
on the Accounting System for Operations Proposed for inoie- 
mentation July 1, 1963, in accordance with Section O40 ao 


or the Devartment of Derense Ee arecriation het, l0ceaw RSpOru 
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"“*Wasnington, D.C.: Government Printing Office, 
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Rome 2 oem fe bees task, a2 common denominator, or 
inea é@énd established wherein all 
Betvice Orfanizavional units, functions, and activities could 
be cavezorized and identified by mission. Wnile such a frame- 
Work aiready existed within the Vevartment of Defense, i.e., 


an 


twze Five-Year Derense Program, it should be recalled that the 
Seow onminge Suztuc ture wes deSisned and impiemented during a 
bix-month [Qie rene) 6 Mae ike 196i.+ Althougn vefinements had been 
@ps3iied since its inception, the magnitude of Project PRIM 
kecessivated 2 furtner overhaul of the Derar 
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De Oeretming System to incluce a reexamination and reevaluation 


4, 


of tne existing Five-Year Defense Program. Hence, each program 
meer prOzram Clement was reviewed in light of three criteria: 


) Was it an operating tool for the Defense manager? 


re 


a: 
(2) Would it allow both broad aggregation of data 


and detailed presentation of data that would be meaningful 


(3) Would it allow the application of a systematic 


means of measuring actual use of resources against planned 


Results of this review both MeCeecri ped and Increased 
tue mumnber of major programs within the Five-Year Defense 


Prosram from nine to ten, as follows: 
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“U.S. Department of Defense Handbook 7045.7H, FYDP 
Peoerain Structure-Codes and Definitions (Washington, Det 
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Sie vp. 1-2. 
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Program VI -~- Research and Development 
Program Vil ~- General Supply and Maintenance 


Program Vili-- Training, Medical, and other General 


Pro n IX -- Administration and Associated 
PecLViLtciLes 
rogram O -- Support of other Nationst 


tne restructuring of basic programs permitted Defense 
meena czers to more cleariy distinguish at tne major program 
fevel: (a) those activities directly related to defense 
posture on which independent decisions could be made, and 
(b} those activities whose size and resources were essentially 


depencent on the size and position of the independent activi- 


0. 


Peo. VL, and are now considered to be independent programs. 


or fa 


rrocrams number VII, VIII, and I* are considered to be dependent 


KH 


‘bid. 





Industrial Coliese of the Armed Forces, Defense 
source Management Systems: Project PRIME, ore a. 
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onmancger or manaser, is icentiriaole as responsible 


Gech program eleémenc. Each program elemenv could tnen describe 
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& orogram and serve as a device for collecting organizational 


Results of this review increased the number of vrogram 
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@iemhents from approximately o50 to more than 1100 program 


gn and revamping the Five- 
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Paruicuiar emphasis in redes 
Wear Defense Program was localized in Program Vii, then titled 
General Support. Heretorore, there had been too larre 2 
Mecuping Of program runcvions in Support of independent pro- 
ervams, derinitions of program elements had not been consistent, 
operating expenses were nov, vtnerefore, readily relatable to 


di 


missions. If visible, these operating expenses vere unreliable 
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4mnivions and accounting methods .4 
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iDepartment of Defense Handbook 7045.7H, FYDP Program 
moruccure-Codes and Definitions, p. 3. 
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ne Five-Yeer Delente Program as it appeared in 1966 
“euld lead you to tnimi: that tne Air Force spent about 4 
Rees Wiel clue Mavy Spent on cnal program /the program 
Blerenitl, e27era. Drocure:ent, and supply operations /. 
Bouvet y ime Sicuavl.on isnot at all iike this. Mosv 
| Uae soperent cifferences arise from inconsistencies 
Mme eic Celifauione voce by wie Air Force and the Navy. 
ror @xdiple, the Alr Force included itS Supply depots 
oo cChif procram, waerees tne Nevy included lts tidewater 
Supply depots under a cirterent program. If we applied 
Mee Navy Craceria cO the Air HOree , the Air ¥orce's 
reported cost would come down to $315 million. There are 
a iot of these inconsistencies and they nave certain 
Obviovs consequences. . . .- 
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whe @ive-Year Defense Procram, a common reference point, i.e., 


@& Svancard program element, nad been established for which 


What was urgently needed (and provides the subject of 
this thesis}, wes a uniform accounting system that would 
"pridge the gan’ between vrogramming, which was conducted = 
/ 
within the mission structure of the Five-Year Defense Progran; 
budgeting, which was conducted within the Congressional 
appropriation structure; and accounting and management, whic 
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feeecOncuccved within the organizational structure of the 
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iRobert N. Anthony, "PRIME 69," Kinescope Tape Address 
to che Defense Management Class, Naval Postgraduat : Poi. 
Monterey, California, Aprii 5, 1908. 
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.within tne Federal Government agencies. The Comptroller 
Meectrei, 26 1952, nad expanded on this need concerning the 
Meeou gin ascects in a Senerel letcver end series of memoran- 


Gulns CUuiminating with the promulgation of the General Accounting 








Office Manual ‘Accounting Principles and Standards for Federal 
Agencies." Subsection 11.2 of Title 2 states: ‘The preferred 


eccount structure for Federal agency activities is one in 
mvs relating to all sources of funds used to finance 
Succi acvivities are incorporated into 2 single integrated 
accounting system, "1 

Subsection 8{c) of Title 2 states, "New organizational 

PomOt prOreram activitles . revised 

legislation, and tecnnological changes require avvrovriate 
Peeewecs in accounting systems so that the informaticn produced 
Peeleconcvinue to be useful in exercising Bioane Lal COnULrCn Over 


resources and in promoting efficiency and economy in Government 


ne 





-Comptroliex Generali of the United States, Accountin 
Prape.0.-e8eo0 Standards for Pederal Agencies, p. 2-24. 
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Costs are measured in terms of whet we cali "total 
obligavional authority'’--the amount required to finance 
~he propram €iLement in a siven year, regardless of when 
the funds are approvriated by the Congress, obligated, 
placed On Gontracy or spent. Now, admittedly, this aS 
Moisthing of a compromise. ideally, I SANS ILSS. the pro= 
fram should be costed in terms of accrued expenaitures, 
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Peers Sno from the point of view of planning and 
decision-making we are far more interested in the full 
cost of program--in "cost to complete” than in the precise 
ohasing of the costs.+ (Emphasis supplied.) 

eo « « andeed, it nas been my observation that itv is 

much cagslier to change volicy than to change procedures. 
Pesnaps the reason is that policy involves a relatively 
Emazi group of people at the very top of the Defense 
Cieaenizatvion while procedusves involve Literally tens of 
Bmousands, if mov hundreds of thousands, througaouv the 
entire establishment end the way in which they have been 
Tote Ie ecdoy alver aqay, year after year. .. .* 





wan Gaither Lectures, a series of four lectures 
by Cnaries Hitch, Assistant Secretary of Defense Sih saa 


ne in the Department of Defense 
31a, Berkeley, April 5-9, 1965. 
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Secxretary of Defense McNamara. In a 1961 television interview, 


atter being in office less than one month, Secretary McNamara 
defined his manazerial philosophy as follows: 
ZL tnink that tne vole of public manager is very 

Peo co the Folie O01 A private manager; in each cace 
ho haw the option of following; one of two major alternative 
COUrses OF action. he can either ect as a judge or a 
LFAGeY . nO tne forinm@r case, he SitS 2nd walte until sub- 
Pre aves Drains CO Aim prooi@rs for solution, or alterma- 
vives Tor choice. in the lacter case, he Immerses himself 
nel the Operations or the business or the governmenval 
BcvlVicy, exarines tne problem, the objectives, the 
Qivernavi.ve courses of action, chooses among them, end 
WecdsS the vorsanization bo their accomplishments. in the 
Sie Cause, to's a2 passive role; in the otner case, aa 
accive role. . . . Li have Elways believed in and endeav- 
Ored 27O follow tne active leadership role as opposed to 
tae passive fudicial vole.+ 
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secretary McNamara's enthusiasm and drive continued to 
vervade the Defense Department; hence in 1965, after the 
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Utilizing the Dive-Year Defense Program, the President's 
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Upatevine 2ctivaty.--~h Ma JOr organizational Subdivision 
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aobie segment of a program. 
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CHAPTER IV 
CRITICAL EVALUATION OF PROJECT PRIME 


This chapter will present a sampling of the current 
Status of Project PRIME within the services with empnasis on 
the Marine Corps. Included in this evaluation will be excerpts 
from recent Congressional hearings, U.S. Navy, and Marine Corps 
views, observations of the Department of Defense PRIME on-site 
Survey teams, and those of selected authors. 

This transition, from the conceptual and statutory 
foundation of Project PRIME to actual application “in the real 


world, 


will permit the formation of some conclusions in Chapter 
V; hopefully, these conclusions will benefit both the planners 
of Project PRIME and the managers, those who must use it and 


make it work. 


Congressional views 


Despite the optimistic Department of Defense memoran- 
qums, directives, and Speeches, expounding the merits of Project 
PRIME, the Congress does not share this view. Their viewpoint 
was formally expressed by the House Committee on Appropriations 
in its recommendations in Department of Defense Appropriation 
Bill, 1968, as follows: 


The Committee has deleted funds budgeted in the 


23 
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Operation and Maintenance accounts for the so-called 
Resources Management System of the Department of Defense. 
The principal element of this system is known as Project 
PRIME, a proposal to completely alter the character of 
Defense budgeting and accounting so as to bring it in 
consonance with the program system of the Department. q 

The Committee is of the opinion that this proposal 
appears to be a case of too much too soon. While it is 
undoubtedly true that Significant changes in the budget- 
ing and accounting system of the Department of Defense 
Should perhaps be accomplished, and this is to some extent 
true of all agencies of the Federal Government, what is 
understood of the proposal under Project PRIME would 
indicate a massive change which, to some extent, would 
temporarily diminish Congressional control and which 
appears to be proposed for at least partial initiation 
without due regard for Congressional expression. 

The Committee directs that there be no such change 
in the budgeting and accounting system of the Department 
of Defense preparatory to the formulation of the fiscal 
year 1969 budget presentation.1l 


In general, the Senate Committee on Appropriations | 
supported the House Committee. To insure that Congressional 
intent was maintained and enforced, the Senate proposed an 
amendment to the bill, which, in its final form, reads: 


Sec. 640(b). During the current fiscal year none of 
the funds available to the Department of Defense may be 
used to install or utilize any new "cost-based" or "exnense- 
based" system or systems for accounting, including account- 
ing results for the purposes prescribed by section 113(a) (4) 
of the Budget and Accounting Procedures Act of 1950 
Mor U.S.C. 66a(a)(4), until 45 days after the Comptroller 
General of the United States (after consultation with the 
Director of the Bureau of the Budget) has reported to the 
Congress that in his opinion such system or systems are 
designed to (1) meet the requirements of all applicable 
laws governing budgeting, accounting, and the adninistra- 
tion of public funds and the standards and procedures 
established pursuant thereto; (2) provide for uniform 


1u.S., Congress, House, Committee on Appropriations, 
Department of Defense Appropriation Bill, 1968, H. Rept. 349 
To Accompany H.R. 10738, 90th Cong., ist sess., p. 6. 





Do) 
application to the extent practicable througnout the 
Department of Defense; and (3) prevent violations of the 
Meiddericiency statute (RsS.| 36795 32 U.S.C. 665). 
(Emphasis supplied.) 

At this point, the reader should note that the Depart- 
ment of Defense in its enthusiasm for PRIME, apparently over- 
looked both White House guidance set forth by President 
Johnson's memorandum, quoted in part in Chapter If, and the 
Budget and Accounting Procedures Act of 1950, as amended: 
both require that approval of the Comptroller General be 
obtained in the design of executive agency accounting systems. 
Tne Congress, however, was observant of this requirement; the 
net effect of Congressional action delayed the planned imple- 
mentation of Project PRIME from July 1, 1967, until at least 
forty-five days after receipt of the Comptroller General's 
approval. 

To obtain the Comptroller General's approval of an 
accounting system was no small task. Elmer B. Staats, the 
Comptroller General, stated in a recent magazine article that 
only about one-third of the civilian agencies have accounting 
Systems which meet current Government Accounting Office stand- 


ards. Of the nineteen different accounting systems within the 


Defense Department, the Corps of Engineers (Civil Functions) 


1U.S., Congress, Senate, Committee on Government 
Operations, Planning-Programming-Budgeting Hearings before the 
Subcommittee on National security and international Operations, 
United States Senate, with Charles L. Schultze, Director, 
Bureau of the Budget, 90th Cong., 1st sess., 1967, pp. 62-63. 


“Comptroller General, Accounting, Principles and 
Standards for Federal Agencies, p. 2-09. 
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is the only activity which has an approved accounting system.+ 
On April 12, 1968, approximately ten months subsecuent 
to Congressional disapproval, the General Accounting Office 
approved a second accounting system within the Department of 
Defense; Project PRIME after some modification was favorably 
endorsed by the Comptroller General and passed to the Congress 
for reconsideration.& 
| Apparently, the Comptroller General's endorsement was 
still insufficient to satisfy the Congress. Foth the Senate 
and the House of Representatives, in their final hearings on 
the Second Supplemental Appropriation Bill for 1968, expressed 
further reservations. In fact, these legislative bodies, 
although now approving the PRIME concept, qualified their 
approval so extensively that they cast a negative tone over 
the entire project. Their views can be Summarized as follows: 
(a) That the "automatic reducibility" clause for 
Operation and maintenance appropriations, should military 
personnel appropriation expenditures exceed.authorizations, 
be applied only at the major command level. 
(bo) That the requirement for detailed bookkeeping in 
motor pools be rescinded as too expensive, in terms of 


money and manpower, and seems an unwise effort at this time 
when stringent economy should be encouraged. /if the 


lElmer B, Staats, "The GAO's Long Range Plans for 
Military Audits" in Armed Forces Comptroller (April 1967), p. 3. | 


2Comptroller General of the United States, Revort to 
the Congress, p. l. 


3U.S., Congress, House, Second Supplemental Appropri- 


ations Bill, 1968, House of Representatives, H. ae 1531 
to Accompany H.R. 17734, 90th Cong., 2d sess., 1968, p. 15. 
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Department of Defense wishes to do further testing of the 
concept, there would be no objection. 

{c) Any funds utilized for the purpose, beyond those 
approved for already existing Department of Defense budget- 
ing and accounting activities, are a matter of special 
interest to the Congress and subject to prior approval of 
reprogramming procedures. 

a) There is a lack of definite information on the cost 
of the new system. The budget for fiscal year 1968 included 
$52.7 million for the implementation of Project PRIME and 
these funds were disallowed by the Congress. The services 
requested $69.2 million during the formulation of the fiscal 
year 1969 budget, but the amount was disallowed by the 
Secretary of Defense. 

e) There is considerable doubt as to the readiness of 
the services to implement the system on July 1, 1968." | 

(f) That Project PRIME may proceed in accordance with 
all the restrictions of House Report 1531, provided a slow 
and deliberate approach is effected in collaboration with the 
General Accounting Office with perfecting actions taking 
precedence over expansion of the program. 


U.S. Navy and Marine Corps views 
During the spring of 1968, the Assistant Secretary of 
Navy for Financial Management, when queried regarding the 
capability of Navy and the Marine Corps to implement PRIME, 
responded: 
Because of the magnitude and complexity of the task, 


it may be several years before the system is operating at 
full effectiveness. ... 


lipid. eTbid. 


3U.S., Congress, Senate, Second Supplemental Appropria- 
tion Bill, 1968, S. Rept. 1269 fo ieconnan 17734, 90th 
Memes, ed sess., 1968, p. 14. 

4Tbid. 

2U.S., Congress, House, Second Supplemental Appropvria- 
tion Bill, 1968, Conference Rept. to Accompany H.R. 17734, 90th 
Cong., 2d sess., 1968, p. 3. 
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As a result of the absence of fiscal year 1968 funds 
for PRIME, individual field activities have been limited 
in their ability to prepare for the system. . 4 


The position of the Commandant of the Marine Corps 
expressed in a statement to the Senate Appropriations Committee, 
' expanded on this theme and forecast the major problem areas. 


in this statement he said: 


- « the PRIME system is not just a simple revision of 

current budgeting and accounting. It Superimposes a new 
. System over much of the present and encompasses ratner 
i complicated and expensive changes... . 
| My chief concern is with the adequacy of our resources 
(money, people, and machine capability) to supply and make 
1 effective use of this significantly increased detail required 
F by the PRIME system. 
| The new concept defined in Project PRIME requires a2 
; higher caliber of personnel trained to accumulate, analyze, 
t draw conclusions from the data derived in the system, and 
recommend management actions. Further, there are data 
processing resources required to handle the increased volume 
: Sidata. .. .@ 


; The Commandant recommended: 


; that full implementation of PRIME be deferred until 
mr 19 (0; 
f that during FY 1969 PRIME be tried only in those areas 
where adequate resources existed; and 

that FY 1969 be used for further evaluation, extension 
of service testing, acquisition of resources, and systems 
: Praaning.> 


lAssistant Secretary of the Navy (Financial Management), 
Memorandum for Assistant Secretary of Defense (Comptroller), 
Project PRIME, dated April 23, 1968, p. 1. 


2uU.S., Congress, Senate, Second Supplemental Appropria- 
tion Bill, 1968, Hearing before the Committee on Appropriations 
on H.R. 1/734, 90th Cong., 2d sess., 1968, p. 220. 





3Ibid., p. 221. 
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Devartment of Defense PRIME Survey Team views 


This section summarizes the progress of PRIME, within 
the Marine Corps, as viewed by representatives of the Office 
of Assistant Secretary of Defense (Comptroller). Reference 
will also be made to the other military services to indicate 
variances in interpretation and, to some extent, the degree 


of acceptance by the individual services. 


Visits to Headquarters of the Army, Navy, Air Force, 
Marine Corps, et al., During Period September 3-16, 1968 


Observations 


All services are proceeding with implementation in 
accordance with formally developed programs, except for 
the Navy; all services have issued operating budgets in 
Five-Year Defense Program terms. The Army has super- 
imposed the conventional Operations and Maintenance 
budget activity structure; the Navy plans to issue one 
operating budget for each Operations and Maintenance 
budget activity. The Air Force and the Marine Corps do 
not issue their budgets with such constraints. The 
costing of military personnel appears to be operating 
without significant problems. The Navy and the Marine 
Corps rely heavily on centralized costing techniques 
from the personnel reporting systems, wnile the Air 
Force and Army operate under a decentralized system. 
With regard to the Marine Corps, the Survey Team noted 
that the system does not provide for funding the 
organizational unit for services to be received from 
supporting service units. The Marine Corps expressed 
concern that if organizational units were funded, budget 
authority would be utilized for other purposes, while 
obligational expenses continued to be incurred by the 
service supporting units. The Survey Team further 
noted that the Marine Corps method is not fully consist- 
ent with the intent of the PRIME system. 


ichairman, PRIME Survey Team, Memorandum for Mr. 
Bergquist, Deputy Assistant Secretary of Defense (Comptroller), 
PRIME Survey Team Visits, dated September 23, 1968, with 
attachments. 
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PRIME Survey Team visits -- December 1968 
During the month of December 1968, the PRIME Survey 


Team visited two Army, two Navy, one Air Force, and one Marine - 
Corps installation. The Marine Air Station at El Toro, 
California, was the first visit by the Department of Defense to 
a Marine Corps field activity. The primary purpose of the 
visit to the Army installations was to evaluate the service 


center concept. 


Observations 


The service unit test /a motor pool/ at Fort MacArthur 
has been in operation for about 13 months. Organizational 
units receive expense authority to purchase the service 
ana are charged monthly. The authority can only be used 
for this purpose; on the other hand, service is not aenied 
tO any organizational unit tnat has exhausted its expense 
authority. t is the general consensus of the rort MacArthur 
personnel that the costs incurred to date are not offset by 
any management benefits from the standpoint of either the 
customer or the performer. (Emphasis supplied. 

The service unit test cost and lack of benefits cannot 
be adequately evaluated until a true seller customer relation- 
ship is established to"provide incentives for customers to 
critically evaluate their motor vehicle requirements. 
Recommend that consideration be given to providing a test 
relieved of customer constraints to allow possibie "trade- 
offs" within the customer's operating budget. 

We continue to observe that operating budgets are 
constrained in varying degrees by certain levels of command, 
€.@., limits placed on conventional budget activities or 
elements of expense. ~ 









At the Marine Corps Air Station the survey team noted 
eet : | 


Operating targets (plans) provided to cost centers are 
for material only and are on an obligation basis, rather than 
on an expense basis, since obligations are recorded at the 
time material is requisitioned from the stock fund. Civilian 
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and military personnel costs are monitored by the Comptrolier. 

This installation reports the cost of military personnel 
On board the first of the month at standard rates and for- 
wards the report to Commandant of the Marine Corps. The 
Commandant, in turn, renders a "bill" to the Marine Corps Air 
Station for military personnel for the month. The "billed" 
amount varies considerably, from the amount Shown on the 
report. The reason for variance could not be determined at 
meee tOYO. . . 

implementation of the other aspects of the PRIME system 
is proceeding satisfactorily. Management officials are 
completely familiar with Project PRIME. 


ad 


PRIME Survey Team visits during period October 28 - November 
io, LY 


During this period, the PRIME Survey Team visited activi- 
ties of all services, except the Marine Corps. The team's over- 
all comments, although out-of-phase with the foregoing, are gen- 
we and intended to indicate a trend rather than specificaliy 
pinpoint a service. The author feeis that the Marine Corps 
would also fit within the pattern; accordingly, the following 
Survey Team notes are included and are considered an excellent 
Summary of the status of PRIME at the field activity level: 


1. The variation of implementation within the services 
is sometimes as great as between services. The enthusias 
of commanders appears to be directly related to the implemen- 
mavion progress. 

2. There is a hesitancy on the part of several activi- 
ties to shift the focus from obligation to expense even 
though they have received operating budgets primarily in 
expense terms. 

3. Operating budgets have been constrained in varying 
degrees by certain levels of commands, e.g., limits placed 
on conventional budget activities or elements of expense. 

. The service unit tests of motor vehicle transporta- 
tion activities are being limited by restricting the users! 
budgets or not including full cost, e.g., military personnel. 
It appears that additional study and testing will be required 


lchairman, PRIME Survey Team, Memorandum for Mr. 
Bergquist, Deputy Assistant Secretary of Defense (Comptroller), 
PRIME Survey Team Visits, dated January 7, 1969, with attachments. 








62 


for an evaluation of the concept.1 


The potential for resource "trade-offs" 

Tne Assistant Secretary of Defense (Comptroller) has 
indicated. that the PRIME accounting system would cause 
commanders/managers/comptrollers "to think in terms of 'trade- 
offs,' such as the best balance between military personnel, 
civilian personnel, and contract services for mission accom- 
plishment ."@ 

Conceptually, this was a most logical and rational 
observation, as the PRIME reporting system and subsidiary 
accounting records would permit these comparisons. Heretofore, 
except for industrial-type activities, the cost of military 
personnel as an operating expense to specific functions was 
not included. On the other hand, civilian service payrolis, 
contract services, and material expenditures were correlated 
to specific functions, primarily through labor distribution 
or job order cen 

To accomplish uniform military personnel costing and 
provide for the many different pay combinations, in each rank, 
based on allowances for years of service, number of dependents, 


hazardous duty status, etc., it was necessary for the Depart- 


ment of Defense to design a standard rate for military personnel 


lChairman, PRIME Survey Team, Memorandum for Mr, 
Bergquist, Deputy Assistant Secretary of Defense (Comptroller), 
PRIME Survey Team Visits, dated November 29, 1968, with attach- 
ments. 


20ffice of the Assistant Secretary of Defense (Comp- 
troller), PRIME 69 (First in series of monographs) (Washington, 
D.C.: Government Printing Office, 1968), p. 10. 
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of all services. This has been done.+ Civil Service pay scales 
arready exist for this purpose, e.g., Salary Table No. 4g .e 
mee availability and cost of contract services can readily be 
determined by bid invitations. With these publications, plus - 
response to bid invitations in the hands of the commander/ 
manager/comptroller, the basic ingredients for a "trade-off" 
consideration now exists. In retrospect, however, they have 
always existed except for standardized Department of Defense 
rates for military personnel costs. Even then, military rates 
could nave been approximated, permitting rudimentary comparisons. 
if this is so, why hasn't there been more emphasis in this area? 

The answer is relatively simple--the commander/manager 
had nothing to gain. Military personnel were assigned from 
departmental headquarters and paid from a centrally-managed 
separate appropriation. Military personnel could, therefore, be 
considered a "free" commodity, Similarly, Civil Service 
personnel authorizations were assigned and controlled from a 
departmental headquarters; sufficient funds for payment were 
included in the Operations and Maintenance allotments. In the 
case of Civil Service personnel, however, some flexibility did 
exist. Civilian personnel funds could be expended for materials 
and other services, or Giles versa, provided civilian employment 
ceilings were not exceeded or an involuntary "reduction-in-force" 


action was not instituted. In this regard, involuntary 





lu.S. Department of Defense Instruction 7220.25, Standard 


Rates for Costing Military Personnel Services, dated August li, 
19608, enclosures. 


2U.S. Civil Service Commission, Salary Table No. 49 
(Washington, D.C.: Government Printing Office, 1968), pp. 1-7. 
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reductions-in-force of Civil Service personnel were viewed as 
"poor management” and scrupulously avoided. 

Now, witn the operating budget concept; that is, an 
ageregation of Military Personnel and Operations and Mainte- 
nance appropriations, together with standard military personnel 
costs and cost accounting system, the commander/manager/ 


comptroller has more flexibility to consider these "trade-offs." 


A ‘trade-off" at Great Lakes Naval Training Center 


A recent application of the "trade-off" concept occurred 
in the negotiation and award of a contract by the commander of 
the Naval Training Center, Great Lakes, Illinois, to a private 
contractor for the operation of the training center's mess 
halls. This contract was awarded on the basis of lowest cost, 
with military, Civil Service, and private contractors competing. 

The Civil service Commission is presently contesting 
the legality of the contract on the basis that contract civilian 
mess personnel are managed analogously to Civil Service direct- 
hire personnel to include the provision of government equipment 
eee iacilities. 

A case in point can be recalled when a single govern- 
ment-owned computer at the National Aeronautics and Space 
Agency was operated by contract personnel. Coincidentally, it 
was located alongside two identical computers, performing 
Similar work and operated by Civil Service personnel. This 


arrangement was declared illegal and the contract personnel were 
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replaced by the more costly civil servants.+ The Great Lakes 


e 


Training Center matter has yet to be resolved. Based on a 
Similar precedent, however, the Civil Service Commission has 
an initial advantage. 

The author notes that this occurrence demonstrates the 
existence of peripheral considerations which commanders/ 
managers/comptrollers must also ponder and which may outweigh 


r’ compromise a "trade-off" based strictly on lower costs. 


Personnel overages at an Army West Coast installation 


A less complicated case, resulting from charging 
military personnel costs to the user, recently occurred on the 
West Coast, where the installation commander reported an excess 
of eighty-six military helicopter mechanics assigned to his 
organization. Under PRIME accounting, the commander's operating 
budget was being charged for the cost of these excess personnel, 
thereby indicating an expenditure rate that would prematurely 
exhaust his funding authorization for military personnel. 
Although the personnel overage was due to external circum-~ 
stances, i.e., military personnel being assigned and reassimmed 
by departmental headquarters, this occurrence was nevertheless 
the subject of a PRIME report. ‘Before PRIME, the commander 
would nave regarded the excess manpower as a bonus; now, how- 
ever, excesses, both in number and by grade, will be reported. 

ixkeene Peterson, personal interview with Operations 


Analyst, Office of the Assistant Secretary of Defense (Manpower 
and Reserve Affairs), November 1968. 
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in the long run, a more precise monitoring of individual train- 


ing and personnel assignment, by departmental headquarters, will 


be required to improve manpower utilization.+ 


Divergent views relating to PRIME 


"Budget execution should preserve the intent of the 
legislature, but at the same time, maintain flexibility at all 
levels of administration." This statement made by Jesse 
Burkhead is paradoxical, to some extent, and can best be 
iijilustrated by the comments of a noted author and theorizer, 
on one hand, aS opposed to a noted military financial manager 
and practitioner on the other. 

As early as 1956, David Novick, a prominent writer, 
Submitted that a management accounting system should allow 


more flexibility at lower echelons of command when he stated: 


Initiative and imagination are fertilized by transia- 
tion into real results and neither the military departments 
nor the Congress are likely to discover the "best way" ¢ 
perform a task unless the people on the job are permitted to 
exercise their ingenuity. It is easy to "second guess” 
people doing a job, but it is more difficult to be an 
expert in doing it without current and real experience. 

if budgetary control is applied to insure that there 
are no overdrafts in aggregate, if performance objectives 
are clearly defined, and if the reporting system produces 
current reports in a detail which corresponds to adminis- 
trative responsibility, I can see no reason why one should 
assume that a grant of authority will be abused or willfully 
used to produce anything other than best possible perform- 
ance. ‘To be sure there will be mistakes but they will be 


iThomas S. Johnson, personal interview with Special 
Assistant to the Assistant Secretary of Defense (Comptroller), 
November 1968. 


eJesse Burkhead, Government Budgeting, p. 342. 
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on a local and small scale instead of an overall and iarge 
scale basis as happens when detailed orders are laid on 
at the top and transmitted through a long chain.1 


Conversely, Brigadier General George E. Brown, United 
“tates Air Force, stated an opposite view: 


Coupled with this lack of user demand for accrued 
expense data is the unrelenting pressure to reduce man- 
power investment in "soft" or supporting functions--such 
as Accounting. The effect is to reduce financial informa-— 
tion systems to those needed to keep us out of jail. This 
nelps explain an apparent fascination with appropriation 
accounting systems. The uses of data from these systems 
are highiy visible to the wing commander and to all above 
him in the command chain. Not only do the data from these 
Systems tell us how to avoid very specific statutory crimes 
(like over-obligation of funds), they also speak to us in 
the language we must use to justify future resources 
requirements. . . . The advertised wages of these sins 
guarantee top priority to appropriation accounting systems. 
if you can afford only one kind, this is the kind you 
will buy.2 


It is the author's view that both positions are equally 
valid; the position adopted depends upon the current vocation 


of the individual. 


A closing word of caution on PRIME 
The reader should recall from Chapter II, that the 


PRIME accounting system permits the machine or computer 
aggregation of expense data from the lowest to the highest 
level. Conversely, through the use of similar programming 
techniques, it would permit the selected computation of data 

lpavid Novick, A New Approach to the Military Budget 
RAND Corporation Report RM-1759 (Santa Monica, California: 
The Rand Corporation, 1956), p. 23. 

eGeorge E. Brown, Brigadier General, USAF, "Financial 


Information for Resources Management," Armed Forces Comptroller, 
Sera el OOO. De LO 
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by program element, or in other words, a comparison at the 
Department of Defense level of actual organizational unit 
expenses to budgeted expenses; for example, F-4 squadrons in 
the Navy, Marine Corps and Air Force. 

While PRIME has been advertised as a new system to 
help managers do their jobs, the system now begs the question: 
Whas is the Department of Defense's top management going to 
ask the services? Certainly, budget performance information 
or any other financial data would be available monthly, down 
through the organizational level (program element). If Defense 
top management interrogates the services for this data, then 
they are transposing themselves to the operational level. As 
Defense top management is too far removed from the scene of 
Operations, ali these top managers can do is to ask why certain 
things are happening. In other words, harass operational 


personnel.? 


John Dearden sums up the situation by stating: 


One of the most common mistakes in management informa- 
tion systems has been that of providing one level of manage- 
ment with information designed for use by another level. 

» e« « COP Management will be deluged with information that 
it can only use to check up on operating management. And 
if top management uses this information to try to control 
operations, it will be performing the function of the 
operational manager.2 


iJohn Dearden, "Can Management Information be Automated” 
in Management Control Systems: Cases and Readings, ed. by 
Robert N. Antnony, John Dearden and Richard F. Vancil (Homewood, 
Illinois, Richard D. Irwin, Inc., 1965), p. 532. 

eIbid., p. 533. 





CHAPTER V 
SUMMARY AND CONCLUSIONS 


The concept of Project PRIME has its most recent origin 
and foundation within the 1949 and 1955 Hoover Commission reports 
to the Congress, the essence of which has been transposed into 
public law. PRIME is an expense accounting system for the 
operating activities of the Department of Defense, exclusive of 
fleet and tactical units. The mainstay of the system rests in 
the establishment of a standardized chart of cost accounts and 
elements of expense which can be identified with organizational 
units and their commanders, and permit the aggregation of 
measurable costs at all levels of management for programming, 
pudgeting, and accounting purposes. These actual expenses can 
be further compared to budgeted expenses as a measure of 
organizational progress against plan. 

Furtner, the expense accounting system satisfied the 
financial information requirements of agencies, or activities, 
external to the Marine Corps, and the Department of Defense, and 
employs standard and universaily accepted accounting techniques, 
Such as posting on an accrual basis and double-entry bookkeeping. 
The combination of these features was no doubt instrumental in 
earning the PRIME accounting een stamp of approval of the 
Comptroller General of the United States. 
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TO 
The impact of Project PRIME on the Marine Corps 


Comptroller is significant in that it will necessitate (1) a 


3 


iore detailed and voluminous collection and reporting of expense ., 
information than was formerly required, and (2) a more thorough 
knowledge of accounting, budgetary techniques, and expertise in 
iinancial analysis at all organizational levels. Im other words, 
it will require an expansion of the functions already contained 
witnin the Comptroller charter--with emphasis on cost accounting. 
ine rigidity of Congress toward the retention of its traditional 
appropriation structure and accounting System, however, will 
require that the Marine Corps Comptroller also remain proficient 
aun chat system and, for the present, these expanded accounting 
functions must be accomplished within existing manpower and 
Memancial resources. 

Basically, financial control systems within the Marine 
Corps nave remained unchanged; the overall Congressional con- 


meeointe, i.e., ‘ceilings, "floors,” 


and the apportionment 
process, as well as penalties for violation (Anti-Deficiency 
Act), continue as before. Although the Department of Defense 
has imposed two new constraints in the form of "Total Direct 


" ana the "Sum of Total Direct Expenses and the Change 


ExXperises , 
in Undelivered Orders, " (page 48), these are restraints within 
overall Congressional limitations. Only the terminology and 
method of aggregation have changed. These new administrative 
controls, combined with increased scope of expense accounting, 


tend to make mechanization and automation of the accounting system 
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mocrative for successful and timely operation. While more 


fs 


flexibility in the management of financial resources is inherent 


sithin the PRIME system, there 1S continued and understandable 


<* 


hesitancy by comptroliers (financial managers) to completely 


Ou 


iscontinue the system of accounting under the traditional 
appropriation structure maintained by the Congress. In the 
words of Brigadier General Brown, USAF, "the advertised wages 
of these sins guarantee top priority to appropriation account- 
“ , a ny 

ing systems. 

Congressional and service reaction to PRIME has been 


mixed. The Congress, while approving PRIME in principie, has 


been resistant to authorizing funds for its implemenvation and 


x 


aS Stipulated that any existing funds diverted to the revision 


- 


of the accounting system must receive the prior approval of 
Congress. lt can be assumed that this resistance on the part 
of Congress has resulted, primarily, from the inability of 
the Department of Defense to identify a firm total cost of the 
System and its benefits over the existing appropriation structure 
and accounting system used by the Congress. 

cimilarly, the services share mutual reservations. 
Conceptually, all would egree with the theory of Project PRIME, 
i.eé., improved management through a system of accounts that 


results in relating expenses to actual functions. All services 





lGeorge E. Brown, Brigadier General, USAF, "Financial 
information for Resources Management, Armed Forces Comptroller, 
DELO . 
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fewiG iurther agree and, as the cost of Project PRIME points 
outv--nothing is free-~- and PRIME is expensive.t ihere is no 
assurance that the increased visibility afforded by the system 
meula result in significant savings or, in the long run, be 
Weeon vue cost. These reservations, particularly in the area 
BeemOovor transport services, have since been reaffirmed by 
PRIME Survey Team visits to selected field activities. 

In the same vein, the charging of military personnel 
costs at standard rates to the field commander (user) is contro- 
versial; the field commander does not control the number or 
assignment of military personnel. This function, as well as 
financial responsibility, remains at Headquarters, Marine Corps. 


1 


in a sense, the allocation of military personnel costs to the 


user is "window dressing, " 


and could conceivably motivate the 
commander to report overages which would generate an expenditure 
ate exceeding his budget authority. On the other hand, with 
military personnel expenses constituting nearly 60 per cent of 
the total USMC budget, emphasis on these expenses at ail 
Levels makes it inevitable that tne commander and his comptroller 
f21i beccme more cost conscious. 

PRIME does not, as yet, offer incentive to effect 
economies; there are no specific provisions for the commander 


menwprofit by his economies, e@.g., retention of personnel savings, 


inawin H. Simmons, Brigadier General, USMC, Briefing 
for the Commandant of the Marine Corps, at Headquarters, Marine 
Corps, on October 31, 1968. 


«a 
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Gr 2 portion thereof, by the commander to meet other needs. 
Be would be difficult to conceive that the "“state-of-mind, ” 
ested by the President, whereby "cost reduction and minimal 
costs, and, perhaps, some deprivation, would be viewed as 


pxofits' and in themselves a sufficient motivator. 


Dr. Anthony later recognized the problem when ne 


The problem of motivation is the most di ee 
lem that we have to solve, and I frankly don't think 
we have found a good soiutvion so far. People don't delib- 
erately wasve money, but neither do they put much attention 
yards saving money unless they nave strong incentive to 
© 


However, @ desirable side effect should develop; the 
Byoecem Will require that the services further refine their 
present mevnods of determining training anda recruiting require- 
ments and in the assignment of military personnel to insure 
etiicient manpower utilization. 

fhe "trade-off" option, now more clearly visibic, 
= ee cularly in the personnel area, is conceptually sound but 
Sonewiat stymied by estabiished policies and legai precedents. 
These peripheral considerations may cancel out monetary benefits 
cased on cost eaenalysis. im the case of the Naval Training 
venter food services contract, the decision will be based 
orobably on legal precedent, economic considerations notwith- 
Ptandcing. 
lRobert N. Anthony, "The Challenge of Service Account- 


neo," an address before the American ceounting Aszociation, on 


iueust 30, 1967. 
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Project PRiME designed to provide an aporoved pian 


against which performance can be measured, variances analyzed, 


~ 


and edjustments made, as necessary, to permit more effecvive 


manasement of "available" resources. However, "available" % 


$ 


rosources are determined by the Congress, and may, therefore, 


pe sionificantly changed to include reductions from oviginal 
ana valid proposals. As Verne B. Lewis, a noted writer on 


i 


spoused regarding performance budgeting and 
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nese date will show how many units are beings done, 
but not how many should be done. .. . They may or mey 
not give an indication of the quality of the work, but 
they leave unenswered the question of proper quality 
standerds. . .. the end product of many agencies is 
not measurable by any means devised. 

Whet is more Likely to occur is that the reporting 


"visibility" to all echelons of review, 


System with its improved 
including the Department of Defense, will reveal variances in 
operating costs between similar functions, perhaps in different 
vervices. Those commanders/managers reporting above-normal 


costs in comparison to their counterparts will be required to 


a 
explain, explore alternatives, reduce costs to more normal levels, 


As is characteristic of these times, there are always 
more requirements for resources (men and money ), vhen there are 
resources available. Economies or savings in one area, if 


voluntarily offered, and their retention thoroughiy justified 
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Verne B. Lewis, "Toward a Theory of Budgeting 
and Budgeting: <A Systems Approach to 
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employment in other areas, would probably be witadrawn by 


Oeamer neadquarters and realiocaved to meet wnat they consider 


Apparently, little nas changed since Jesse Burknead 
Stated thirteen years ago that “budget execution should maintain 


giexibilticvy at all ieveis of administration. The ideal system 


Of sbucget execution can pe defined simply but it is difficult 





iJesse Burkhead, Government Budgeting, p. 342. 
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